

































































































































































Part Il: Conditions of competition in the U.S. market
U.S. market characteristics

VMEFCs are an end-use product sold mainly to businesses and individual customers and
are used primarily in office and home settings to store letter- and or legal-sized documents.
They can be sold directly to businesses and individuals or sold via retail. VMFCs are typically
made from steel, and can be found in a variety of colors. The product lifecycle is estimated to
be ten years or longer.! The production of VMFCs can be highly automated.? Some VMFCs have
a “pencil” drawer, which is typically of a shallower depth than file-sized drawers and can be
used to store office supplies. The VFMC market is supplied by domestically produced VMFCs,
VMEFCs imported from China, and VMFCs imported from nonsubject sources, primarily Mexico,
the United Kingdom, and Taiwan. The largest purchasers of VMFCs are ***, which accounted
for approximately *** percent of total reported purchases and imports of VMFCs in 2018.

Six purchasers reported that internet sales of VMFCs have had an impact on VMFC
pricing, and five reported that internet sales have had an impact on competition in the VMFC
market since January 1, 2016. Firms reported that internet sales led to an increase in freight
costs (reported by ***), competition due to price transparency/matching (reported by ***),
and an increased number of retailers (reported by ***).

Apparent U.S. consumption of VMFCs increased by *** percent between 2016 and
2018, and was higher in January to June 2019 than in January to June 2018 by *** percent.

The majority of U.S. producers (five of six) stated that there had been no significant
changes in the product range, mix, or marketing of VMFCs since January 1, 2016. In contrast,

*** responding U.S. importers reported significant changes during that time frame.
Impact of Section 301 investigation and tariffs3

Firms were asked whether the implementation of tariffs in the section 301 investigation
in response to Chinese trade practices impacted or was anticipated to impact its VMFC business

and/or the VMFC market. As seen in table II-1, U.S. producers reported no change in demand,

1 Hearing transcript, p. 74 (Bailey).
2 Hearing transcript, p. 10 (Bailey).
3 For more information on the Section 301 proceeding, please see Part I.
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supply, prices, or raw material costs due to the imposition of Section 301 tariffs. A majority of
responding purchasers (four of seven), however, reported a decrease in demand and supply of
VMFCs imported from China. *** responding importer and the majority of responding
purchasers (four of six) reported an increase in supply from sources other than China in the U.S.
market as a result of the 301 tariffs. *** responding importers and six of eight responding
purchasers reported an increase in prices for VMFCs in the U.S. market, and three purchasers

*** reported an overall increase in raw material costs as a result of the Section 301 tariffs.

Table II-1
VMFCs: Firms’ responses regarding impact of 301 tariffs

Number of firms reporting
Item Increase | No change | Decrease | Fluctuate

Impact on demand:

U.S. producers 2 1

Importers xhk ok *okk Kok

Purchasers 3 4
Impact on supply from China:

U.S. producers 2 1

Importers *kx kkk *hk Kok

Purchasers 2 4
Impact on supply from sources other than
China:

U.S. producers 2 1

Importers *kx kkk *hk Xk

Purchasers 4 2
Impact on prices:

U.S. producers 2 1

Importers *xk rkk Hkx ok

Purchasers 6 1 1
Impact on raw materials:

U.S. producers 2 1

Importers Hkx kk Hkx ok

Purchasers 3 2 1

Source: Compiled from data submitted in response to Commission questionnaires.

U.S. purchasers

The Commission received ten usable questionnaire responses from firms that had
purchased VMFCs during January 2016 to June 2019.% Eight responding purchasers identified

themselves as retailers, two as end users, and two as distributors. Responding U.S. purchasers’

4 Of the ten responding purchasers, eight purchased domestic VMFCs, two purchased imports of the
subject merchandise from China, six purchased imports of VMFCs from Mexico (***), and two
purchased imports of VMFCs from other sources.
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headquarters were located in the Northeast, Midwest, Mountain, Pacific Coast, and Southeast
regions of the United States, but had retail locations throughout the United States. The
responding purchasers represented firms in a variety of domestic industries, including office
supply, office furniture, and retail industries. *** procured the largest quantities of VMFCs from
China, while purchasers *** were the largest purchasers of U.S.-produced VMFCs during
January 2016-June 2019. Three of six firms (***) reported competing for sales to customers

with manufacturers or importers of VMFCs, online retailers, and office superstores.
Channels of distribution

U.S. producers and importers sold the largest share of VMFCs to *** as shown in table
II-2. A decreasing share of U.S. producers’ shipments were made to *** during 2016 to 2018,
and was lower in the January to June 2019 compared with January to June 2018 as well.

One importer of VMFCs from China, ***,
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Table II-2

VMFCs: U.S. producers’ and importers’ U.S. shipments, by sources and channels of distribution,

2016-18, January to June 2018, and January to June 2019

Item

Calendar year

January to June

2016

2017

2018

2018

| 2019

Share of U.S. shipments (percent)

U.S. producers:
to Distributors

*kk

*kk

*kk

*kk

*kk

to Retailers

K%k

*kk

*kk

*kk

*kk

to End users

*kk

*kk

*kk

*kk

*kk

U.S. importers: China
to Distributors

*k%

*k%

*k%

*k%

*k%k

to Retailers

*k%

*k%

*k%

*k%

*k%

to End users

*k%

*k%

*k%

*k%

*%k%

U.S. importers: Mexico
to Distributors

*k%

*k%

*kk

k%

*kk

to Retailers

*k%

*k%

*kk

*kk

*kk

to End users

*k%

*k%

*kk

k%

*kk

U.S. importers: Nonsubject
to Distributors

*k%

*k%

*kk

k%

*kk

to Retailers

*k%

*k%

*kk

*kk

*kk

to End users

*k%

*k%

*kk

k%

*kk

to Distributors

U.S. importers: All sources:

*k%

*k%

*kk

k%

*k%

to Retailers

*k%

*k%

*kk

*kk

*kk

to End users

*k%

*k%

*kk

k%

*kk

Source: Compiled from data submitted in response to Commission questionnaires.

Geographic distribution

U.S. producers and importers reported selling VMFCs to all regions of the contiguous

United States (table II-3). For U.S. producers, *** percent of sales were within 100 miles of their

production facility, *** percent were between 101 and 1,000 miles, and *** percent were over

1,000 miles.
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Table I1-3

Geographic market areas in the United States served by U.S. producers and U.S. importers

Region

U.S. producers

Subject U.S. importers

Northeast

*kk

Midwest

*kk

Southeast

*kk

Central Southwest

*kk

Mountains

*kk

Pacific Coast

*kk

Other?

*k*%

All regions (except Other)

k%

Reporting firms

OO fWwWoO|OTfO|O|O|O

k%

1 All other U.S. markets, including AK, HI, PR, and VI.

Source: Compiled from data submitted in response to Commission questionnaires.

Supply and demand considerations

U.S. supply

Table II-4 provides a summary of the supply factors regarding domestically produced

VMECs. The Commission did not receive any questionnaire responses from Chinese producers;

therefore, these factors are not available for VMFCs imported from China.

Table ll-4
VMFCs: Supply factors that affect the ability to increase shipments to the U.S. market
Able to
Shipments by shift to
market in 2018 alternate
2016 2018 2016 | 2018 | 2016 | 2018 (percent) products
Inventories
as aratio to Home Exports No. of
Capacity total market to non- firms
utilization shipments shipmen uU.S. reporting
Iltem Capacity (units) (percent) (percent) ts markets “yes”
United
States *k%k *%k% *%k% *%k% *%% *%% *k% *k% 3 Of 6
Chlna *k%k *k% *k% *k% *k% *%k% *%k% *k% O of O

Note.--Responding U.S. producers accounted for more than 75 percent of U.S. production of VMFCs in
2018. No responses to the Commission questionnaire were received for foreign producer or exporter
firms for U.S. imports of VMFCs from China during 2016-18. For additional data on the number of
responding firms and their share of U.S. production and of U.S. imports from each subject country, please
refer to Part |, “Summary Data and Data Sources.”

Source: Compiled from data submitted in response to Commission questionnaires.
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Domestic production

Based on available information, U.S. producers of VMFCs have the ability to respond to
changes in demand with relatively large changes in the quantity of shipments of U.S.-produced
VMEFCs to the U.S. market. Factors mitigating responsiveness of supply include availability of
inventories and inability to shift shipments from alternate markets. The main contributing
factors to this degree of responsiveness of supply are the availability of substantial unused
capacity and ability of U.S. producers to shift production to or from alternate products.>

Domestic capacity to produce VMFCs remained constant from 2016 to 2018, while
production declined, leading to a *** percent decline in capacity utilization during this time.
U.S. producers’ inventories decreased from 2016 to 2018. U.S. producers exported less than
*** percent of their total shipments of VMFCs in 2018. U.S. producers reported Canada, Central
America, and the Middle East as major export markets. Other products reported by some
producers as being produced on the same equipment as VMFCs include pedestal and lateral
metal file cabinets. Factors reported as constraining production include equipment/tooling for
key components (noted by four producers), labor and equipment (three producers), facility
space and sales volume, and price (one producer each). While petitioner Hirsh has distinct
manufacturing processes between other products and VMFCs,® two U.S. producers reported
that there were limited factors preventing them from switching production between VMFCs
and other types of metal file cabinets and VMFCs, and three of six responding U.S. producers

stated that they could switch production between other products and VMFCs.

Subject imports from China

The Commission issued foreign producers’ or exporters’ questionnaires to 50 firms
believed to produce and/or export VMFCs from China but received no questionnaire responses
from foreign producers or exporters in China. Therefore, information on Chinese capacity to
produce VMFCs in 2018 is not directly available. However, subject imports of VMFCs from China
increased more than six-fold from 2016 to 2018.” Responding purchaser *** reported that the

ability for China to supply VMFCs increased since January 1, 2016. *** & These estimates

> Petitioner stated that direct fulfillment has had some effect on the amount of inventories held in its
warehouse. Conference transcript, p. 62 (Bailey).

® Conference transcript, p. 21 (Wetterberg), and staff field trip notes, August 13, 2019.

’ See Part IV.

81BIS World Industry Report, “Metal Furniture Manufacturing in China”, March 2019, p. 18.
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indicate that Chinese producers of VMFCs may be able to respond to changes in price with large

changes in supply.

Imports from nonsubject sources

The quantity of VMFCs imported from nonsubject sources decreased from 2016 to 2018.
However, the quantity of VMFCs imported from nonsubject sources was higher in the first half
of 2019 compared to the first half of 2018. Imports from nonsubject sources Mexico, Taiwan,
and the United Kingdom represented *** percent of the quantity of total imports of VMFCs for
2018.

Two of six purchasers reported the availability of nonsubject imports of VMFCs in the
U.S. market has changed since January 1, 2016. Purchaser *** reported that it discontinued
purchasing Taiwan metal cabinets, while purchaser *** reported Mexico’s competitiveness led

to an increase of Mexican VMFCs in the U.S. market.?

Supply constraints

No responding U.S. producers or importers reported supply constraints since January 1,
2016. Most purchasers (seven of ten) reported that they did not experience supply constraints
from their suppliers. Purchaser *** reported that its vendors can deny orders due to speed,

availability, and customer feedback, while *** reported there was short-term supply disruption

* %k %k

New suppliers

The majority of responding purchasers (eight of nine) indicated that new suppliers have
not entered the VMFC market since January 2016. The remaining purchaser *** reported that
since 2016, overseas vendors have reached out to its global sourcing team in Asia, but did not

specify which vendors.
U.S. demand

Based on available information, the overall demand for VMFCs is likely to experience
small-to-moderate changes in response to changes in price. The main contributing factor is the
lack of substitute products. While VMFCs constitute the entire cost of the product itself, it

represents a small share of the cost of outfitting an entire office.

9 *x%x%
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End uses and cost share

VMEFCs are end-use products used in business and home office settings. They are stand-
alone products that are not incorporated into any other products such as desks. VMFCs are
used primarily for file storage and are reportedly unlike lateral file cabinets, which can be used
for “general-purpose storage” while pedestal file cabinets can be used for “storage of personal
belongings and other office supplies.”*? 1! Purchaser *** reported that approximately ***
percent of its sales to end users are for residential consumers, with approximately *** percent
to business customers including offices, interior designers, and healthcare customers.
Purchasers *** described customers as end use individual and small business consumers, while

*** reported selling to retail customers. Purchasers *** also reported selling to businesses.

Business cycles

Five of six U.S. producers reported that the VMFC market was not subject to any distinct
business cycles or conditions of competition. Petitioner Hirsh stated that office vacancy rates
are negatively correlated with demand for VMFCs.1? In the second quarter of 2019, the office
vacancy rate rose by 10 basis points to 16.8 percentage points.'? In contrast, 1 U.S. producer, 3
of 5 importers and 6 of 10 purchasers reported that the market was subject to distinct business
cycles or conditions of competition. One U.S. producer (***), three importers (***), and four
purchasers (***) reported that VMFC demand is somewhat seasonal, including a back to

school/business season (August-September) and/or a tax season (January-April).

Demand trends

All U.S. producers and ***, along with the majority of purchasers reported that U.S.
demand for VMFCs has decreased since January 1, 2016, (table II-5).

The majority of responding U.S. purchasers (five of nine) reported that the use of digital
file storage has affected the overall demand for VMFCs since January 1, 2016. U.S. producer ***

reported a slow decline due to digital trends. However, petitioner Hirsh stated that

10 Conference transcript, p. 45 (Bailey).

11 Hearing transcript, p. 18 (Bailey).

12 Hearing transcript, p. 33, 50 (Bailey).

13 Moody’s Real Estate Analytics Service (REIS). “National Office Market Update Q2 2019.” August 28,
2019. https://www.reis.com/national-office-market-update-q2-2019/. Retrieved October 15, 2019.
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“while the world may be moving slowly to digital storage, that has not affected sales of vertical
files in recent years.”'# *** reported that improvements in technology have made digital
storage more convenient. Purchaser *** reported that an increase in digital storage has
precipitated a decline in the use of physical storage, leading to its decision to reduce the
number of VMFCs it purchased, and purchaser *** cited a trend showing consumers are
purchasing fewer file cabinets, preferring digital file storage.

Petitioner Hirsh stated that purchaser concentration increased since 2016, creating

downward pressure on prices for VMFCs.!°

Table II-5
VMFCs: Firms' perceptions regarding demand in the United States and outside of the United
States

Iltem Number of firms reporting
Increase No change Decrease Fluctuate

Demand inside the United States:

U.S. producers 4 1

Importers 1 3 1

Purchasers 2 4 2
Demand outside the United States:

U.S. producers 1 1

Importers 1 2 1

Purchasers 1 1 1

Source: Compiled from data submitted in response to Commission questionnaires.

Substitute products

Nearly all responding U.S. producers (five), importers (four), and purchasers (eight of

nine) reported that there were no substitutes for VMFCs.
Substitutability issues

The degree of substitution between domestic and imported VMFCs depends upon such
factors as relative prices, product characteristics (e.g., size, number of drawers), quality (e.g.,
grade standards, defect rates, etc.), and conditions of sale (e.g., price discounts/rebates, lead
times between order and delivery dates, reliability of supply, product services, etc.). Based on
available data, staff believes that there is a high degree of substitutability between domestically

produced VMFCs and VMFCs imported from China. Furthermore, petitioner stated that “one of

1% Hearing transcript, p. 9 (Cannon).
15 Hearing transcript, p. 65 (Bailey).

-9



{its} major customers that switched their purchases to China chose to leave {Hirsh’s} store
display samples in the stores on display, even though they were purchasing and selling Chinese-
made goods.”1®

Lead times

VMEFCs are primarily sold from inventory. U.S. producers reported that *** percent of
their commercial shipments were fulfilled from inventories, with lead times averaging *** days.
The remaining *** percent of their commercial shipments were produced-to-order, with lead

times averaging *** days.'’
Knowledge of country sources

Eight purchasers reported they had marketing/pricing knowledge of domestic VMFCs;
one of VMFCs from China, six of VMFCs from Mexico, and two of other countries. Eight of nine
responding purchasers indicated their customers do not have a country preference. Purchaser
*** reported that it prioritizes U.S.-produced VMFCs, but reported purchasing VMFCs
manufactured in Mexico due to domestic producers’ inability to meet demand/volume. As
shown in table II-6, the majority of responding purchasers (six of nine) do not make purchasing

decisions based on the producer or country of origin.

Table 1I-6
VMFCs: Purchasing decisions based on producer and country of origin
Decision Always Usually Sometimes Never

Purchases based on producer:

Purchaser's decision 1 2 4

Purchaser's customer's decision 1 6 1
Purchases based on country of origin:

Purchaser's decision 2 1 6

Purchaser's customer's decision 1 7

Source: Compiled from data submitted in response to Commission questionnaires.

Factors affecting purchasing decisions

The most often cited top three factors firms consider in their purchasing decisions for

VMFCs were quality (noted by seven firms), price (seven), and availability/supply (three), as

16 Hearing transcript, p. 49 (Wetterberg).
17 Because importers *** there is no estimate of the share of commercial shipments that were
produced-to-order or sold from inventory for importers of VMFCs from China.
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U.S. supply elasticity

The domestic supply elasticity!® for VMFCs measures the sensitivity of the quantity
supplied by U.S. producers to changes in the U.S. market price of VMFCs. The elasticity of
domestic supply depends on several factors including the level of excess capacity, the ease with
which producers can alter capacity, producers’ ability to shift to production of other products,
the existence of inventories, and the availability of alternate markets for U.S.-produced VMFCs.
Analysis of these factors above indicates that the U.S. industry has the ability greatly increase or

decrease shipments to the U.S. market; an estimate in the range of 6 to 10 is suggested.
U.S. demand elasticity

The U.S. demand elasticity for VMFCs measures the sensitivity of the overall quantity
demanded to a change in the U.S. market price of VMFCs. This estimate depends on factors
discussed above such as the existence, availability, and commercial viability of substitute
products. Based on the available information, the aggregate demand for VMFCs is likely to be
moderately inelastic; a range of -0.5 to -1.0 is suggested.

Substitution elasticity

The elasticity of substitution depends upon the extent of product differentiation
between the domestic and imported products.’® Product differentiation, in turn, depends upon
such factors as quality (e.g., chemistry, appearance, etc.) and conditions of sale (e.g.,
availability, sales terms/discounts/promotions, etc.). Based on available information, the
elasticity of substitution between U.S.-produced VMFCs and imported VMFCs is likely to be
high, and in the range of 4 to 8.

18 A supply function is not defined in the case of a non-competitive market.

¥ The substitution elasticity measures the responsiveness of the relative U.S. consumption levels of
the subject imports and the domestic like products to changes in their relative prices. This reflects how
easily purchasers switch from the U.S. product to the subject products (or vice versa) when prices
change.
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Table IV-2—Continued

VMFCs: U.S. imports by source, 2016-18, January to June 2018, and January to June 2019

Between
partial
year
Between calendar years periods
Item 2016-18 | 2016-17 | 2017-18 2018-19
Change in quantity (percent
U.S. imports from.--
Chlna A*** A*** A*** A***
MeXICO v*** v*** v*** A***
All other sources \ A \ A \ A \ Ak
Nonsubject sources \ A \ A \ A AT
All import sources A A A A
Change in value (percent)
U.S. imports from.--
Chlna A*** A*** A*** A***
Mexico v v e A
All other sources \ A \ A \ A \ A
Nonsubject sources \ A \ A \ A AT
All import sources AT A A AT
Change in unit value (percent)
U.S. imports from.--
China ¥ ¥ ¥R ¥
MeXICO A*** A*** A*** v***
All other sources AT A A \ A
Nonsubject sources A A A \ A
All import sources A A \ A \ A
Change in share of quantity (percentage points)
U.S. imports from.--
Chlna A*** A*** A*** A***
Mexico v v = v
All other sources \ A \ A \ A \ A
Nonsubject sources \ A \ A \ A \ A
Change in share of value (percentage points)
U.S. imports from.--
Chlna A*** A*** A*** A***
Mexico v v v v
All other sources \ A \ A \ A \ A
Nonsubject sources \ A \ A \ A \ A

Note.--Shares and ratios shown as "0.0" represent values greater than zero, but less than "0.05" percent.

A represents an increase. V represents a decrease.

Source: Compiled from data submitted in response to Commission questionnaires.
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